

a. 


July 30, 1939 


Mr. John A. Kootmlt 
C/0 Baelw k Coaptoy 
39 Mil Stmt 

York 3, Not York 

Door John: 

Thaak you vary aucb for taklac tho tloe out 
aod aoadlag mm thm rocant lottar on tha 
truckla« industry. 

Loohiag forward to aoolaf you. 


Yory truly youro. 


Jama 4. loffa 
Oanaral Praaldant 
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INSTITUTIONAL DEPARTMENT 


July 28 1959 


Nr. Jaaao R. Hoffs, Trustee 
C3, SK k 3d Areas |aaaloo Fund 
25 Louisiana Avacua. I.W. 

Weehieg too 1, D.C. 

Daar Jlaqri 

Recently Bachs Research Department collated a survey for 
lnvustnent purpoaaa of various companies in the Trucking Industry. 
I thought that you ai£it ha lntaraatad in going through this as I 
believe it is ona of tha first of its kind covering this young and 
vital field. 


Vary sine or sly yours, 


ohr A. Eoooovolt. 


JAEthkc 


lucl near a. 





TRUCKING—A GROWTH INDUSTRY 


GROWTH FACTORS 

Hugged iihIiv iduali>m was the nucleu* around which Anirrica s trucking industry was formed. There 
were no regulation*, capital outlay was relatively small and hauls were for short distances over an undevel 
up«d highway sy-tem. Financing was done privately and it was not until the last few years that any public 
equity hnanrmg wa> attempted. However, active markets now exi*t for the shares of a nundier of these 
companies and purchase of selerted equities in this industry, we believe, offer the investor an unusual 
opportunity for capital appreciation and or income. 

There ha« I wen a consistent increase in the number of trucks carrying freight over our highways, yet 
it is doubtful if most people realise the full magnitude of the impact this business has on our economy. 

truiking industry is the largest non-agricultur.il employer of lahor — employing more than 7 million 
people dirertlv ami many thousands more indirectly through the manufacturer of trucks, tires, etc. While 
motor trucking is a young mdu>trv, its pa*t growth record is phenomenal. Truck registrations for 1958 
rxiee^ed I I million a« compared with 3.h million in 1935 — an increase of almost 3 time*. The major 
factors contributing to thi* growth are the nation-wide system of improved highways; technological im 
provrment* and ma>s production method* in the capital good* industries; free reciprocity agreements 
among the states; greater weight anal site limitations; and the accelerated pare at whirh industry has been 
deientraluing -nice World War II. The-a- factors mupleai with our rapidly ini'reasing population ana] the 
ma« exodus" into the suhurli* have made the trucking inaiu*try a mo«t vital factor in our economy. There 
ia every indication that the pace has not daa-keneal, but rather that it will gather even greater momentum 
in the nrxt decade 

TYPES OF TRUCKING ACTIVITIES 

While there are over 11 million truck* (excluding Government-owned vehicles) on our streets and 
highways tnalav. onlv about 2-2.5 million fall in the “for-hire" category, and it is these carriers which are 
the *uh|ect of thi* study. The “for-hire truck* may l»e broken down into the following: 

1 ) (.on Inset (-arriers are tho*e operating uider a qiecific contract or agreement transporting freight 
by motor vehicle over any route. mter*tate or foreign. They are required to obtain an operating permit 
from the Interstate Commerce Commission, hut are not limited to any particular type of traffic or com 
moditv. They do not ari-ept anv freight from the general public. Contrails entered into must be filed with 
the I.C.C. but are not available for inspntion hv the public. Hate« are not supposed to be lielow the pub¬ 
lished minimum hut can he as high a* the traffic will bear. 

2) K.xempt Carrier* are those which haul freight for compensation hut which are specifically 
exempt from economic regulation* of the I.C.C. ami do not have to publish rates, file financial reports or 
••htain operating permit*. Thev are *uhjert onlv to the I.C.C.’s safety regulation*. Under this group come 
•pecial *ervi«e vehicle* such as those used exclu«ivelv for delivery of newspaper*, those u«od to transport 

inridental to transportation bv aircraft, and tor transportation within a municipality. But by far 
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figure* err quite heavily weighted hy a large numlier of imall and moderate-sized companies, some of 
wkwh do not break even on a reported operating basis hut have survived through the cash throw-off from 

dapreriatMMi 

PanriT Msm.tvs are influemed hy the average revenues per ton-mile, the average length of haul and 
the average load. Increased loading of the individual trurk or trailer, provided the increased load is of 
similar rate classification. mean* larger revenues without a corresponding rise in operating costs. Longer 
hauls tern I to reduce the relative impact of teiminal and handling costs — terminal costs on identical ship¬ 
ment* obviously lieing the «aine whether the load move* 25 mile* or 100 nule* — and produce* that much 
more revenue. The ton-aiile revenue is a major determmant of l>oth gross revenues and profit margins. 
Although the ton-mile revenue declined somewhat m the early war years, it recovered to the pre-war level 
hy I***-* and since then the trend has lieen steadily upward with only minor dips in 10.50 and 1954. There 
has alwi been a steads’ increase in the length of haul *ince World War II which now averages over 300 
miles, a* compared with 180 miles in 1911 

The average load has al*o heen on the upgrade, hut not at so rapid and consistent a rate as ton-mile 
revenues and length of haul. However, Imlh the length of haul and the average load factor should, in gen¬ 
eral. follow an upward trend in the future, stimulated hy technological improvements in equipment, greater 
mtenor loading room and the increased u*e of light metal. Lighter weight equipment allows heavier pay 
loads within legal state road limit*. Regionally, however, there are wide variations a« to ton-mile revenues 
and length of haul and thus earh conqiany should lie analyzed on its own merits. 

Financial 1 

\ i harai trristii- of the industry is a fairly low working capital position, averaging aliout 1.5 to I. By 
accepted uwlustrial or even railroad standards, *uch a ratio would lie quite inadequate and interpreted as 
• sign of weakness. In the case of trucking companies, however, this weakness is more apparent than real. 
W« say thi* because live !rm king hu*ine«* is e«*entially a < ash operation. Under I.C.C. regulations hills 
must he rendered within 7 day* ami paid within H days of shipment. Consequently no substantial trade 
accounts receivable are carried. In addition, trucking is a service business and there is no necessity to 
earnr substantial inventories. Therefore, large working capital or large rash balance* are not required. To 
a great extent the relative financial strength of the individual trucking company should lie determined hy 
factors other than the working capital position 

An im|Nirtant consideration is the relationship lietween depreciation and the annual rate of principal 
pavments on equipment obligations or conditional sales contracts. Other thing* lieing equal, the company 
with depreciation charges well in excess of equipment maturity requirements does not need as large a ra«h 
reserve a* a eompanv with equipment maturities in exce«« of depreciation charges. The company with 
excess depreciation charge* is generating ca«h from operations while the other is using up what cash it ha*. 

knot her factor to lie considered i* the condition of equipment. If the equipment is modem and suffici¬ 
ently adequate to take rare of present and prospective traffic there will lie no potential drain on rash for 
down payments on additional equipment. Where equipment is inadequate or obsolete the company may 

considerable cash to hring the fleet up ti date. In this connection, companies that lca*e part of their 
equipment mu*t lie appraised financially hy different standards than those applied to companies who own 
tl eirown trailers ami tractor*. The truck rompanv leasing its equipment make* no direct charge to earnings 
for depreciation and ha* no direct obligation for equipment purchase maturities. 

All of these factors must he taken into consideration in determining whether or not the working capital 
position is adequate. There can he no set formula as to working capital and cash ratios. To a large extent 
the trucking industry ha* heen financed internally through retained earnings. Long-term debt consist* of 
equipment obligations nr conditional sale* contracts, the periodic principal pavments for which are covered 
hv depreciation and do not constitute anv ca«h drain of reported earnings. 

In considering the balance sheet position it must also lie home in mind that in manv cases invested 
capital mav he cnn«ideiahlv higher than shown, and assets mav lie understated. For example, intangible* 
eonsist largely of the unamortised nart of the acquisition cost of operating rights. Such rights and franchise* 
have in most cases increased in value since thev were acquired. Al*o, manv truck operators have *uh«idiarv 
or affiliated companies which own terminal properties and lease them to the parent eompanv. Equinmcnt 
owning subsidiaries or affiliates operate in much the same manner. Such leasing subsidiaries nr affiliate* 
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ConsolMisled Freight* ays oprritaa principally aa a motor carrier o| general commodities over regular 
routes m the Midwest and We«t. three western Canadian provinces Alaska. Hawaii, Japan and the Philip¬ 
pines. The company handlea both long-haul and short-haul traffic, their longest haul lieing 2,937 miles with 
the average haul approximately 766 miles. Other operations include warehousing, pool car distributing, 
track leasing, household moving, shipping of hulk liquid commodities and those requiring special equip¬ 
ment. Alaskan shipments require ' fishy-back** and ‘‘piggy-hack** transportation. The company also par¬ 
ticipates m coordinated transportation with varioua rail, water, pipeline and air carriers. 

Subsidiaries include Freightliner Corp. — assembler of trucks and trailers under Freightliner and 
White Freightliner namea; Techni-Glaas — maker of plastic glass racks and bodies for trucks and trailers; 
Factory Motor — rebuilders of tractors, trucks and parts; and Transicold Corp. — second largest producer 
of refrigeration equipment for use in transportation vehicles, and manufacturer of air conditioning equip¬ 
ment for the guided missile program. 

I.C.C. permission ha* been requested to issue up to 133,025 shares of Consolidated common to acquire 
Youngstown Steel Car, which manufactures steel freight car sides used in the construction and repair of 
railroad cars (accounting for 50% of sales) as well as automotive truck and trailer chassis and trailer 
forma. Applications are pending before the I.C.C. for numerous other acquisitions. 

The year 1958 saw both a strengthening of the financial liase of the company and further development 
of its organisation. Revenues rose to a new peak of $84.8 million versus $76.8 million in 1957. Costs, how¬ 
ever, rose sharply causing a 35% drop in operating income. Other income exceeded mi-cellancou* charges 
by a small margin and interest was higher. Thu« despite higher gross and lower taxes net income declined 
23*7 to 11.7 million versus $2.3 million in 1957 or $1.14 |ier share on 1.5 million -hares as compared 
with $1.76 per share on the average 1.3 million shares outstanding in 1957. This can in part lie attributed 
to three work stoppages which affected both carrier and non-carrier activities during the Summer and Fall 
of 1958. The company a financial condition is good with the current ratio standing at 1.76 to 1 at the year 
end. Cash flow dnring 1958 totaled $8.1 million or $5.35 per share. 

The company’s recent expansion has been rapid and has re-ulted in a certain amount of dilution of the 
common stock. However, the outlook for the company is good, and the evidence of strong year-to-year 
revenue gains should eventually be brought down to net. Current acquisition* will help to accomplish this. 
In addition, the company is striving to improve coat controls and it is expected that once thi- rapid expan¬ 
sion program '(digested their operating ratio will improve. 

1 " the itor* u fullr priced based on near-term tnaicaiea enrmngs u Mould still appear to he an 
atVrerfite purchase for investors interested in the long-term earnings potential and growth 
of thu (MU in the truchmg business. 

contiinentai. th \>spoim \tion minis, INC 

( ttf iitih:niu>n (12/31/5S) 

He ei i price llVi-11% Long-term debt $625,556 

70g $5.50 cum. pfd. 6,500 

Traded OTC Common stock 300,000 shs. 

Ynld 6.1% 

Continental Transportation ia a regulated common carrier transporting general commodities in inter¬ 
state commerce in eight states and the District of Columbia. Basically, it is a regional operation, dominant 
in the area extending from New York, Newark, Trenton, Philadelphia, Baltimore and Washington in the 
F.aat to Pittsburgh. Cleveland. Canton, Columbus Dayton, and Cincinnati in the West. The company al«o 
has operating rights in metropolitan areas of New York City, Washington. Pittsburgh. Cleveland and 
Cincinnati aa well as in the areas within the commercial zones of other communities served. The company 
operates hoth owned and leased equipment, but accelerated purchase- in the last couple of vears are 
lessening their dependence on leased tractors and trailers. Of the 16 terminals in principal cities served, 
seven are owned and the re-t are leased. 

Continental has laid major stress on less Than Truckload (1..T.1..) traffic where it felt that the truck 
has its greatest economic advantage, and where competitive pressure on rates is the least severe. The major 
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I ivrr and Kansas City to St. Lowis. and via Denver and (Chicago to Cleveland, Buffalo, Alhany and New 
York. Interline connection is provided with other pomts. Through the acquisition of K. B. Wilson in > ' >< 
a hulk liquids carrier operating in Colorado, Wvoining and New Mexico, the company expanded its opera¬ 
tions into the hulk lirpiids field. Major termmals are owned at Denver, Pueblo. Cleveland, Chicago. St. 

Phoenix. Los Angeles, Buffalo, Aliiany and North Bergen and are leased in Seattle, Colorado 
Springs and Syracuse. 

The company wi>ov« a long average haul — 1,500 miles. Over the years, it has been a highly efficient 
operation. However, profit margins narrowed sharply in 1052, «taycd fairly teady in the next two vears 
and were rut -harply in 1955 due to the strike in eleven western states which halted the company’s opera- 
tiona west of Chicago 

A further inhibiting far tor was tlicir -nalnlilv to rate increase* on long-haul traffic to compensate 
for increasing n -t*. In ivao and 1957 earning* resumed their upward trend with 82.78 and 83.40 being 
reported agamst the 81.53 of the “strike year”. In 1958 the western carriers were again afferted hy a 
prolonged strike which resulted in a drop in operating revenues and higher costs. Earning* for jv,t« were 
reported at 82.9| per share. For IV.Wthc mamgemenl ha* set a goal of 811.5 million gross revenues with 
lO'^r brought down to pre-tax net. Taxes for the 1959 tear are estimated at around 50'... For the March 
(Quarter operating revenues were up some I2‘'n hut pre-tax net per share was slightly lower due primarily 
to higher labor costs. With no work *loppage expelled thi« vear. earnings should l»e good. de|iendent 
primarily on management’s continued ahilitv to maintain light co*l controls. Dividends are conservative at 
81 per annum. The stork has a thin market ana sells at a conservator price-earnings ratio. Positions for 
long-term issrenalHM should arose to be rewarding. 

INTER ST \TE MOTOR FREIGHT SYSTEM 


CapiUsJizalion 
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S3.O94.7I0 
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Common stock 

677.212 *h» 
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Yield 

4.5.% 
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Inleratale Motor freight is a certified regulated carrier of general freight operating over a system 
oompri-mg over 2I.8H0 route miles in 24 stales and the District of Gilumbia. Routes extend from Boston, 
N » York. Philadelphia and Baltimore in the Ea*l to St. Louis and Minneapolis in the West. The company 
alao serve* as an intrastate carrier in Michigan. Illinois, Indiana, Ohio and New York and through sub¬ 
sidiaries in Indiana, Colorado. Nebraska ami W yoming. Terminals are located at over 60 locations and are 
for the most part leaaed. 

Interstate has concentrated on movement* of I..T.L. shipments and its traffic is well diversified. Perhaps 
the rnnst important single fartor in the company’s freight picture is the automohile industry, since Inter- 
movea a large volume of automohile parts and materials both to assembly plants and to auto parts 
dealers. The automohile industry ones not dominate its fortune* but a good automohile year adds to 

revenue*. 

Since 1955 the management ha* lieen aggre-*ivelv purchasing their own tractors (previously leased) 
as thev found that ownership permits more einnnmieal use of both the tractors and lahor. These acquisi- 
ti<ms have re-ulted in large capital expenditure* and created a need for additional working capital. In 
addition the company has lieen purcha*ing other companies which would complement its operations. 
Permission to acquire the l.anra*ter Transportation Co. of Lancaster. Pa. is currently lieiug sought from 
the I.CC. This should add approximately 8-4 million to the company’s gross revenues and will hring into the 
company'* -i-tem 3 pieces of mail equipment and terminals located along the Eastern Coast. In Febru¬ 
ary. I‘>59, -hare* of common were offered to the puhlic at JlU.ivt) per share. Proceeds from the 

sale were used to reimburse the mnqianv for expenditure* of approximately 81.039.281 for the acquisition 
of a terminal site in Cieero. Illinois and for construction of terminal facilities. Working capital, however, 
i* still thin and some additional Imrrowing will no doubt have to he done. 
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which three parallel course* reach Pueblo, (Colorado Springs and Denver. From Denver two linen extend 
Salt l.akeCity. thence three separate mutes fan out to the nest Coast arriving at Seattle, San Fianciiuo 
and Ixm Angele*. I heir tanker division is engaged predominantly in the hauling of petroleum products hut 
has been expanding its operations to include the hauling of acids, chemicals, chemical solutions and edihle 
products. In March. P>S9 the company reirived I.C.C. permission to acquire Union Freightways, which will 
extend operations into Nebraska, Iowa and Minnesota, and will also provide more direct service routes 
l>etw«-en the I'acific Coa-t and Chicago. It is e-timated that this acquisition will increase the company's 
revenues b\ some $** million annually. During tv;w r.i.h. was granted authority to handle frozen food* 
over irregular route- between the Pacific Coa-t -tales and a number of Middle West states. This is of con¬ 
siderable imjmrtance a- eastlsiund movement of frozen foods will help balance the heavy wc-tltound 
movement of manufactured article*. 

I.F. had a difficult venr in 1958. VI*out one—eventli of their operating revenues are derived from 
their Hulk Commodities Division, which i- more doaelv relateil to the variation in industrial demand and 
petroleum market conditions than their (General Freight Division, which is related to the movement of con¬ 
sumer goods. Warm weather plus the reduced demand for petroleum products resulted in a sharp drop in 
this division which more than offset the hetter performance of the General Freight Division. In addition, 
the company's third quarter earnings were adver-dv affected when eleven we-letn stales experienced a 
teamster’s strike ami lockout that la-ted almut six weeks. 

However, after redu«rd depreciation charges, lower ex|>en*e- and larger other income, the reduction 
in pre-tax net was negligible. Karnings were reported at Hie per share versus H*>e in 1957. The adjustment 
of 1958 depreciation ami income taxes had the effect of improving 1958 per share earnings |»v 25< l over 
what thev would have been otherwi-e. The management i» kecnlv aware of the necessity of reducing costs 
and increasing efficiency and has been working toward- that end. Flaming- for the quarter ended March 31, 
1959, were reported at 12c ver-u* l<* in the like period in 1058. 

The companv’s cash position i- strong for the indu-trv and long-term debt relatively small. The 
quarterlv dividend rate i- expected to lie maintained and provides a good yield. The 5 r , stork dividend 
paid in previous vear- ha- lieen d -continued. Voting the earninps improvement apparently under nay in 

/95V the s fork it ipecuUiliielr attractive. 
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Houdwav F’xpre— oueratea over 27,000 miles of certificated routes providing single-line service to 
15,757 different points, which include eight of the largest metropolitan areas in the U. S. Houle- extend 
froui New York Citv through New York State, including Syracuse and Rochester, to the midwe-tem network 
eonmrling all principal cities; westward through New Jersey and Pennsylvania to link up with the Midwest 
routes; south through Philadelphia. Baltimore and Richmond, where a network extend- west to Memphis. 
Te n ne—ee. east to Wilmington. N. (1. and Charleston. S. C.; and south to Montgomery, Ala., and Alhanv 
and Savannah. Ga. Other routes from Chicago extend aouth to St. Louis, west through Kansas City to 
Wirhita, south through Oklahoma Citv to San Antonio, Houston and Amarillo, Texas. A franchise to oper¬ 
ate in Massachusetts, Rhode Island and Connecticut waa added through the acquisition of M. & R. Tran-por- 
The companv’s franchise* to ojierate over it* present broad network of routes serving the most 
populous and highly industrialized area* of the IJ. S. constitute one of its mo«l important a*-ei* The 
rompanv operates some 7ft terminal facilitiea in 6citiea east of the Mississippi, which are lea-eil for the 
mort part. In I'z.'vM the company completed a 70-door terminal at Keamv, V J. serving the metropolitan 
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\Lbile the common tamer operations have hren the largest pari ot the business ol the Ryder System, 
the trurk rental segment hat contributed more to net. It hat been estimated that over 50% of net income is 
derived from this end of the business. The truck leasing division operates branches in over eighty cities 
m twenty-five states and Canada. This is the fastest-growing division in the System and in 1958 provided 
$25.4 million m revenues with an expected contribution in excess of $45 million in 1959. Trucks are leased 
on a full service liasis — Ryder providing everything but the driver. Most of the leases run for a period of 
four year- and charges are figured on a time basis, plus a fee for total miles operated. The company has 
also ju-t put it-elf mto the auto leasmg field through the acquisition of Dixie l)rive-lt-Yourself System, 
which reported revenues of $5.7 million in 1958 (Ryder expects to increase this hy 20%). In 1959, the 
Ryder System expanded mto the general leasing field of any and all types of machinery, equipment, etc. 
Thi. is a relatively untapped market where the potential is great and, while the margin of profit is small, 
Ryder «ould have an advantage m that they already have olhees and territories set up which could handle 
this tvpe of business in conjunction with their truck and car leasing activities. The demonstrated efficiency 
of the management in the fields m which they have already outperformed the industry should do much to 
make this a profitable operation. Currently, income from other than truck and auto leasing is averaging 
$20,000 a month 

The compuny has filed for approval of a 2-for 1 stock spin with the I.C.C. with dividends on the new 
Mask to be at the quarterly rate of 17.5^ per share. Gross operating revenues are estimated at $90 million 
for 1959 as compared with $(•! million m 1958 and are expected to be at the rate of $100 million annually 
by the end of the year. Earnings per share lliefore possible split) are estimated at $3.70 per share versus 
$3.01 in 1958. While the stock is not cheap based on current earnings estimates, the premium paid for the 
indicated growth plus the excellent management is not too great, me stock would be attractive for those 
usfrrrUed in the /ong term proulh potential not onl\ of the common carrier out also of the leasing divisions. 

CONCLUSION: 

The trucking industry is one of the lastest growing in the country. To date the industry has to a large 
extent expanded internally. Kamings have l*en plowed back; there has lieen some debt financing but 
primarily to cover purchase of equipment and there has been relatively little equity financing. While the 
industry ha* grown rapidly ami there are qu.e a few large companies now operating, it is still an industry 
made up essentially of small operators. These small operators will find it increasingly difficult, if not im- 
po*sihle, to operate profitably and take advantage of traffic potentialities of their routes and service areas. 
A company cannot operate profitably without modem equipment, as well as mechanization of terminal 
facilities and accounting procedures, all of which are expensive 

It appears, therefore, that the era for -mall individual companies is rapidly drawing to a close, to be 
supplanted bv one dominated by large trucking corporations. There will be increasing mergers and con¬ 
solidations as the smaller operators are absorl>ed. This, we believe, will lead to increased equity financing 
by the corporations as they «eek additional funds. Thus, the number of companies with public stock par¬ 
ticipation will grow and those who already have >ume degree of public participation will seek listings on 
recognized exchanges and increase the shares in the hands of the public both through stock splits and new 
financing. These larger companies will take more and more advantage of technological improvements, 
thereby reducing costs and increasing profit margins. Higher rates will provide additional stimulus and the 
repeal of the 3% Federal excise tax on freight shipments should help increase tonnage. The industry is 
already cognizant of the importance of coordination and strongly believes that coordination between the 
trucking industry and the railroads is the only solution to the country’s transportation problem. 

After witnessing some hesitation, while all the phenomenal growth factors were being digested, 
the trucking industry is again ready to accelerate its growth pattern. Widening public interest in the equities 
of this growth industry should result in a progressively more liberal capitalization of earnings and earnings 

prospects. 
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